
FENNEMORE CRAIG, P.C.
Norman D. James (No. 006901)
Jay L. Shapiro (No. 014650)
3003 N. Central Avenue
Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City
Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

DOCKET no. W-02113A-04-0616

On remand from the Arizona Court
of Appeals, No. 1 CA-CC 05-0002

NOTICE OF FILING
TESTIMONY SUMMARY

IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

\
_

Pursuant to the Procedural Order dated June 25, 2007, Chaparral City Wate

Company ("Company"), an Arizona corporation, hereby submits this Notice of Filin

Testimony Summary in the above-referenced matter. The Company expects to call

Thomas J. Bourassa as a witness on Tuesday, January 29, 2008 and attach his testimony

herewith.

DATED this 25th day of January, 2008.

FENNEMORE CRAIG, P.C.
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Norma n D. J a me s
J a y L. S ha piro
3003 North Central Ave., Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City Water Company
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CHAPARRAL CITY WATER COMPANY

Docket No. W-02113A-04-0616
On remand from the Arizona Court

of Appeals, No. 1 CA-CC 05-0002

S u m m a ry o f Re m a n d  Te s tim 0n v o f Th o m a s  J . Bo u ra s s a

Mr. Boura s sa  is  a  Ce rtifie d P ublic Accounta nt who provide s  a ccounting a nd consulting
se rvice s  to bus ine s se s , including utilitie s . Mr. Boura s sa  pre pa re d dire ct, re butta l a nd re joinde r
te s timony for Cha pa rra l City Wa te r Compa ny ("Cha pa rra l City" or "the  Compa ny"), focus ing
prima rily on the  re ve nue  re quire me nt. This  te s timony include d de ve lopme nt of the  Compa ny's
origina l cos t ra te  ba se  ("0CRB") a nd re cons truction cos t ne w le s s  de pre cia tion ("RCND") ra te
ba se  (B sche dule s ), its  income  s ta te me nt, including a djus te d te s t ye a r re ve nue  a nd ope ra ting
expenses  (C schedules), and its  capita l s tructure  and capita liza tion (D Schedules). Mr. Bourassa
a ls o te s tifie d be fore  the  Arizona  Corpora tion Commis s ion ("Commis s ion") during the  he a ring
he ld in 2005

In connection with the  remand phase  of this  ca se , Mr. Bourassa  prepa red the  schedule s
tha t were  a ttached to the  Company's  Amended Notice  of Filing Revised Schedules  of Ra tes  and
Cha rge s  for Utility S e rvice , tile d in this  docke t on J uly 6, 2007. Mr. Boura s s a  a ls o pre pa re d
re ma nd re butta l a nd re joinde r te s timony a nd re la te d re ma nd sche dule s  A-l, C-l, C-2, a nd H on
be ha lf of Cha pa rra l City, which ge ne ra lly a ddre ss  the  following a spe cts  of Cha pa rra l's  pos ition
on remand

(1)
(2)
(3)
(3)

Revenue Requirement
Surcharge  to Recover the  Past Revenue Deficiency
Property TaX and Income Tax Adjus tments  to Test Year Opera ting Income
Rate Case Expense

A summary of the  key issues  addressed in Mr. Bourassa 's  pre -filed te s timony follows

R E VE NUE R E Q UIR E ME NT

The  Compa ny's  propos e d ope ra ting income  is  $1,545,863 This  re s ults  in a n ove ra ll
re ve nue  re quire me nt of $7,720,106, which is  $1,517,262 (a bout 5.75 pe rce nt) gre a te r tha n the
re ve nue s  a pprove d in De cis ion 68176. As  s hown on s che dule  A-1 pa ge  2, a tta che d to Mr
Bourassa 's  re joinde r te s timony, the  ave rage  3/4-inch me te red cus tomer us ing 9,187 ga llons  will
experience  an increase  of $1 .95 or 5.69 percent on the ir monthly bill

In his  pre -filed te s timony in this  remand proceeding, Mr. Bourassa  expla ined tha t the  ra te
of re turn of 7.6 pe rce nt a uthorize d by the  Commiss ion in De cis ion No. 68176 (S e pt. 30, 2005)
should be  a pplie d to the  fa ir va lue  ra te  ba se  ("FVRB") to de te rmine  the  ope ra ting income  a nd
revenue  requirement



') is  a pplica ble
to the  ra te  ba se  re quire d to be  use d by the  Commiss ion in se tting ra te s , which is  the  fa ir va lue
ra te  ba se  ("FVRB"). He  a lso expla ins  tha t a  re turn de rived through the  WACC is  not exclus ive ly
lin ke d  to  a n  o rig in a l co s t ra te  b a s e  ("O CRB") in  Arizo n a . The  WACC is  de te rmine d
independently of the  utility's  ra te  base , and is  applied to the  ra te  base  rega rdle ss  of whe the r the
amount of inves ted capita l in the  capita l s tructure  is  equa l to the  ra te  base . Moreover, the  cos t of
e quity us e d in the  WACC is  e s tima te d by me a ns  of ma rke t-ba s e d fina nce  mode ls  tha t do not
cons ide r or othe rwise  depend on the  ra te  bases , the  book va lues  of debt and equity, or the  book
re turns  of the  publicly traded wa te r utility companies  used in these  mode ls .

Mr. Bourassa  acknowledges  tha t the  Commiss ion uses  a  curious  mixture  of marke t-based
e quity cos ts  a nd book we ights  of de bt a nd e quity in the  WACC. Howe ve r, a s  Mr. Boura s s a
expla ins , an a sse rtion the  WACC is  linked to the  OCRB ignores  the  anoma lie s  crea ted by us ing
ma rke t-ba se d e quity re turns  to de te rmine  the  ra te  of re turn tha t is  a pplie d to the  OCRB. Book
va lue  we ights  of de bt a nd e quity use d in the  WACC ca n be  jus tifie d, but none  of the  re a sons
de pe nd on the  type  of ra te  ba s e  us e d to s e t ra te s . Mr. Boura s s a  s hows  tha t whe n the  ra te  of
re turn methodology is  more  reasonably re la ted to the  ra te  base  methodology, a  higher re turn than
the  a uthorize d re turn of 7.6 pe rce nt is  indica te d. He  dis cus s e s  two a lte rna tive  me thods  for
computing a  re turn on FVRB, both of which re sult in highe r re turns  tha n the  7.6 pe rce nt re turn
authorized previous ly by the  Commiss ion.

Mr. Bourassa  addre sse s  S ta ffs  me thods  of deve loping a  ra te  of re turn, which re ly on the
pre mise  tha t the  ca pita l cos ts  tha t a  utility is  e ntitle d to e a rn should be  limite d to the  a mount of
its  his toric inves tment in plant. Consequently, S ta ffs  me thods  a re  des igned to produce  the  same
or s imila r re s ults  tha t would be  produce d a s  if Arizona  we re  a n origina l cos t juris diction. Mr,
Boura s sa  points  out tha t the  s ta nda rd in Arizona  is  fa ir va lue  a nd the  a mount of inve s tme nt is
imma te ria l.

Mr. Boura s s a  a ls o a ddre s s e s  the  me thod propos e d by RUCO, which is  ba s e d on a n
a lle ge d "double  counting" of infla tion a nd is  ba s e d upon incorre ct fa cts , a s s umptions , a nd
conce pts . Like  S ta ff, RUCO re lie s  on origina l cos t a nd prude nt inve s tme nt a rgume nts  a s  the
ba s is  for its  me thodology a nd re comme nda tion. Mr. Boura s s a  points  out tha t while  RUCO
a sse rts  the  s ta nda rd for a  fa ir re turn is  WACC a pplie d to OCRB, RUCO's  me thod produce s  a n
opera ting income over $162,000 less than the  WACC applied to the  OCRB, and the re fore  should
be  re jected on this  fact a lone .

11. S URCHARGE  TO RE COVE R P AS T RE VE NUE  DE FICIE NCY

Ba s e d on the  Compa ny's  propos e d re ve nue  re quire me nt, Mr. Boura s s a  compute d the
amount to be  recovered by means of a  temporary surcharge . The  surcharge  would recover a  tota l
of $1,097,640, comprise d of the  his toric re ve nue  de ficie ncy (from Octobe r l, 2005, until Ma y 1,
2008), ca rrying cos ts  on the  de ficie ncy (ba s e d on the  WACC), a nd ra te  ca s e  e xpe ns e . See
Bourassa  Re joinde r, Schedule  A-l, page  l, Is . 23-38. The  Company proposes  tha t the  surcha rge
be  colle cte d for a  pe riod of 12 months  or until full re cove ry ha s  be e n ma de . As  s hown on
S che dule  A-l, pa ge  2, the  s urcha rge  is  commodity-ba s e d, a nd would be  e qua l to $0.582 pe r
1,000 ga llons . For a n a ve ra ge  3/4-inch me te re d cus tome r us ing 9,187 ga llons , the  monthly
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surcharge woT1Id be $'5.35. Together with the grease in Erase fares of $1.95 or 5.69 p t and"
during the period in which the surcharge is collected, an average 3/4-inch metered customer will
pay an additional $7.30 per month or 21.26 percent higher than the rates approved in Decision
68176.

111. PROPERTY TAXES AND INCOME TAXES

Mr. Bourassa explained the Compally's initial proposal to adjust test year operating
income for changes to property taxes and income taxes as the result of changing the revenue
requirement and required operating income. Staff witness Ralph Smith asserts in his testimony
that property taxes should not be adjusted because they were not an issue on appeal. As a matter
of rate making, Mr. Bourassa does not agree. However,  the Company has accepted Staff s
recommendation that property taxes should not be adjusted for purposes of determining the new
revenue requirement to eliminate issues on remand and to avoid claims that the Company is
taking inconsis tent  posit ions in opposing Staff '  s  a t tempt  to adjust  the capita l s t ructure
determined by the Commission in Decision 68176.

Iv. RATE CASE EXPENSE

Finally, Mr. Bourassa addresses the Company's request to recover $100,000 of rate case
expense for the costs of successfully appealing Decision No. 68176 and the remand proceeding.
This is about half of the amount the Company expects to incur. Mr. Bourassa explains that the
amount of rate case expense approved in Decision No. 68176 did not include a subsequent
appeal or other proceedings. The "normalized" rate case expense will not provide recovery
since, as Mr. Bourassa points out, the Company filed another rate case well before the end of the
4-year amortization period used to determine the amount of rate case expense to be included in
operating expenses. In its new application, the Company did not include the costs of appeal and
the remand proceeding. Absent recovery as requested, the Company would simply be denied
recovery of these additional costs.
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